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Summary

Prospects for Accelerated
Soviet Defense Effort

Over the past few months, Soviet officials, in both public and private
statements, have aticmpted to conumunicate to the US Government
Moscow’s concern over a US military buildup and Sovict determination to
respond 0 an expanding American defznse effort. Recently, N, P,
f.cbedinskiy, a deputy chairman of the Sovict State Planning Committee
(Gosplan). told L Ththat the Sovicts are making
cleventh-hour cnanges to their 1y51-3> cconomic plian to accommodate
“large increases™ in defense activities. He said that these changes have
taken place since February 1981, have required important revisions in plan
tuirgets, and arc dirccted against planned increases in the US defense
budget

ANy increasce in the Sovict resource commitment 1o defensce would occur
within the context of an alrcady large and growing defense effort. Over the
pust 15 years, Sovict defense expenditures have grown at ¢ real average an-
nual rate of about 4 pereent. This growth has reflected increasing resource
commitments to all of the military scrvices and missions. On the basis of
currcnt military activity, we expect Soviet defense spending to continuc
growing through 1983 at about this same ratec.

If the Sovicts arc adjusting their forthcoming five-vear plan to accommo-
datce “‘large increases™ in defensc activitics, they could in the near term
incrcasc the production of sclecied military systems already in or about to
cnter production: in the extreme, they could resort to industrial mobiliza-
tion. Over the longer term, the Soviets could increase investment in defense
industrics to augment their capacity to produce military svstems ir: the
mid-to-latc 1980s and add new development programs to those already
plannced

We believe that adjustments to accommodatce large increascs in Sovict
defense activities would be directed primarily against a perceived acceler-
ating arms competition with the West. Since March the Sovicts have
apparcnutly become less hopefui about the prospects of achicving arms
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control agreements with the United States and, thercfore, more cenvinced
of the need to prepare for the possible failure 1o reach new arms sccords
and to consider how to preserve Moscow's cwn military-strategic position.
\With this perspective, the Soviets would probably pursuc a4 combination of
ncar-term production incrcases for sclected systems und longer term
increascs in investment and developmental activity to hedge against what
in their view is an increasingly uncertain strategic cavironment.

IT the Sovicts pursued these options. defense spending would probubly grow
at higher rates in the mid-to-late 1980s und bevond. In the ncar tern.
investmient in some civilian scetors would suffer. Cutbacks would occur
mostly in such arcas as consumer durables, scrvices, housing, and machin-
cry and cquipmernt for the food and soft goods industrics. Such cuts would
worscn alrcady poor prospects for improving labor productivity over the
next five years and could inceease worker discontent. Despite these
conscquencces, we belicve the Sovict leadership would be inclined to
continuc the curcent mix of cosmetic concessions. short-term fixcs. and
patriotic appcals and. if nccessary, adopt repressive measurces to ensure
both continued growth of the defense cffort and domestic control.

\Wec arc confident we would detect large increases in Sovict weapons
development and production programs well before the resulting weapon
systems became oncrational with Soviet forces E’ ’]




Political Cantext

Prospects For Accelerated
Soviet Defense Effort |

A deputy chairman of the State Planning Commiittce (Gosplan), N. P.
Lebedinskiy. told . =) that the Sovicts
arc making cleventh-hour changes (o their 1981-83 cconomic plan to
accommodate “large increases™ in defense activities. According to Lebe-
dinskiy, this change in allocations favoring the military has taken place
since February, has reguired important revisions in plan targets, and is
intended to counteract planncd increases in the US defense budget.

By virtue of his positions as a deputy chairman of Gosplan, a member of its
collegium, and chicf of its main computer center,' Lebedinskiy probably
would have access to aggregate defense spending data and therefore be
knowledgcable about the impact of increased defense activities on various
ccenomic sectors. He did not describe the scope and magnitude of the
increascs, but it was cvident to Lebedinskiy's interlocuto, L

that the increases he alleged the Soviets to be making
were substantial,

Over the past few months, Soviet officials, in public and privaic statcments,
have attemipted to communicate to the US Government both Moscow's
concern over a US military buildup and Soviet determination to keep pace
with an expanding American defense cffort. In addition, Sevict commenia-
tors have alleged that prospective increases in defense spending indicate
that the United Statces has cmbarked on a policy course aimed at upsctting
the existing strategic balance and at achicving military superiority, which,
they stress, the USSR will not allow. In this connection, President
Brezhnev emphasized in mid-June that the Sovict Icadership “cannot shut
its cycs to all this and cannotl but draw appropriate conclusions for itself.
He warned that “the Soviet Urion will find a way to react rapidly and cf-
fectively to any challenge. We must do 50.” Also in June, Defense Minister
Ustinov asserted that the USSR would not permit anyone to upsct the
cstablished cquilibrium of strategic-military forces in the world. He vowed
that the USSR would give un “cffective response™ to any and all challenges
in the arms race. :

Thus, Lebedinskiy's words may have been intended to serve as a purposcful’
message to the US administration of Soviet resolve to compete, if

' Lebedinskiy also claimed that he had recently been appointed deputy director of Gosplan
for all cconomic planning. Wec have not been able 1o confirm thi:




Alteraatives

necessaey. in an escalated arms race and as an additional-pressuee taciic (6
prod Washington into resuming arms control talks.

Beyvond these political aspects, Lebedinskiv's remarks may wlso have
reflected some of the ealities of the Soviet defense budget process and the
dircction of the internul debute over military requircments and cconomic
pelicy during the 1981-83 period :

The shifts in resource allocation that his remarks imply are consistent with
our undcrstanding of the preparation of the lth Five-Year Plaa, which
appeatrs to have been particularly troublesome for Sovict planners. Plan-
ning difficultics were reflected in the plan's draft guidclines. which were
published in December 1980 and approved at the 26th Party Congress in
Murch 1981, These guidelines contained only half as much statistical data
as the two previous plan dircctives. The omissions were especially pron-
aunccd in thosc activitics most important but troublesonic to the leader-
ship—cncrgy. machine building, mctullurgy, agriculture, transporiation,
and consumer goods. Although the abscence of concreic figures tor key
gouls and conventional catcgorics is consistent with the trend since the
mid-1970s o reduce the volunie of published data. it probably also
reflected delay, uncertainty, and possibly conflict in decisionmuking

Thus, the draft guidclines suggested that the 1 1th Five-Yerr Plan ce-
muained substanually unwritten beyond 1981 and that difficult problems of
choice. priority, and policy nad not been resolved by the teadership in
several eritical arcas. Nevertheless, Lebedinakin ‘s remarks insphy that, as of
Febraaey 1981, the Sovicts had made some preliminary decisions on
defense funding that subscquent military lobbs ing disrupted

U Large increases in Sovict delense activitics are causing adjustmenta to the
tlth Five-Year Plan, as Lebedinskiy silleges. two aliernative interpreta-
tions stee possible:

¢ Becausce of poor cconomic prospects for the 1980, the phan initiadly
might have called for cuts in the growth of resources allocated 10 delense.
In this casc. Lebedinskiv's remarks could indicate that these cuts were
subscquently restored 10 the military budgct. returning grovth in defense
activitics 1o historical levels.

« The military might have been successful in pressing 101 mcreases in
Sovict defense activities that would Le significantdy above the historical
growth level




There are a nuntber of factors thit weigh dgaigst the first alternative. In
the first place. although the guidelines for the 11 FFive-Yeur Plan
contained fewer statistical data, they did reflect a contincing Soviet
commitment to defense. The guidelines pliced the greatest emplusis on the
development of heavy industey and agriculture. with the bighest growth
targeted for those branches of heavy industey most closely tied to the
military. Morcover. these turgets indicated that there was room in the plan
for continued growth of delense speading at historical rates. Although the
deaft directives contained much rhetoric on the nced o boost living
staadards, unrealistic goals in consumer-related areas suggested that few
acur-lerm gains in'consumption would be likely. Whatever anxicty the
lcadership may have felt about the worsening plight of consumers was not
cnough to causce u significant reallocation of resourcecs in their favor

I
Morcover. the preparation period for the | Ith Five-Year Plan coincided
with a number of events that would have creited strong pressures against
reducing growth in defense expenditures. and indeed probubly gave added
weight to milituary arguments for additional FCSOUTCCS:

= After mid-1979, as the pace of work on plan preparation was increasing,
Soviet hopes for SALT {1 rutification diminished and the Soviet view of
the likely strategic cnvironment in the 1980s probably became more
threatening. During this period. Moscow also became increasingly
concerned about the prospects for deplovmeants of long-rangce lllcalqr
nuclear forces (LRTNF) in Western Europe and about the improving US
relationship with China.

« The invasion of Afghanistun in December 1979, which the Sovicts viewed
initially as u “limited™ and “temporary™ opcration, Lias involved a major
commitment of Sovict political and military prestig : (0 a situation that
has no short-term solution. Indced. all indicators point toward a Soviet
nulitary prescence there for the foresecable futurc, a presence which will ;
bc a continuing irpedimeant o improved East-West relations.

= The political and economic deterioration of Poland during 1980 proved
particularly troublesome for the Sovicts. It threatened Warsaw Pact
cffectivencss and caused new tensions in East-Woest relations.

Exaccrbating these factors have been the announced military policics and
increasced defense speading goals of the new US administration. In
proposing to double defense appropriations by 1986, thc administration has
indicated its intent to carry out a broad-based military buildup dirccted
primarily against the Soviet Union.




Defense Program

Trends

-

Any initial hopes the Soviets may huve had in February for a speedy
resumption of & SALT dialogue with the new US administration ffve way
in latc March to tncreasingly strident attacks on the policics and intentions
of the US Government. Sovict leaders appear to have become increasingly
pessimistic about the prospects for arms control and improved US-Sovict
rclations, at lcast in the ncar term. In addition, Soviet officiuls have
apparently come to question whether substantial results. would be wchicved
from ncw arms limitation talks with the United States. Declining confi-
dence in the SALT process to constrain US strategic programs probuably
has contributed to a Sovict belief that the USSR must consider how to pro-
tect and preserve its own military-strategic position.

This perception of a deteriorating interpational climate coupled with
hcightenced distrust of US mqtives 2nd stratcgic designs has almost
certainly gencrated pressurcs within the Politburo to adjust its own policics
and nlans accordingly. It is in this conncction, according to Lebedinskiy,
that the military has been successful in gaining additional resources.

Th= Sovicts alrcady have a large and growing defense effort. Over the past
15 yecars, Sovict defense spending has inerecased in real terms at an average
annual rate of about 4 percent, and in 1980 it accounted for some 12 1o 1 4
pereent of GNP.* As the table shows, the result has been an impressive ar-
ray of major weapons procurced by the Sovict military over the past decade.

On the basis of current military activity—the number of weapon systems in
production, weapons development programs, and trends in capital expan-
sion in the defense industrics—we cxpect that Sovict defensc spending will
continuc to grow at about the long-term rate through at least 1985, We cs-
timatc that over 100 new or improved military svstems are slated to emerge
from dcvclopment and cnter production during the 1981-835 period. and
that about the same number of older programs will be phased out of
production

* The cstimatces of Sovict defense speading and oither cconomic aggregates and growth cates
prescnted in this paper are madce in (cems of 1970 prices. Becausce of the peculiaritics :\-f the
pricing svstem that the Sovicts usc, we know that their prices reflect real resource costs onty
in the yecars immediatcly following a major price referm. The ast such rcform began in
1966-67 and, beccause we belicve it was fully implemented by 1970, CULA uscs 1970 Soviet
prices in all its analyses. {f a more recent price base were used. the level of estimated cx-
penditurcs would be higher, reflccting growth in the price levels of military goods and
services. We are uncertain, hovrever, of the impact of alternative price bascs on the sharc of
GNP going to defense. This impuct would be dependent on the differential between
inflation rates for defensc and for GNP as a whole.




Opportunitics and
Reasons for Increases

Aserage Yearly Pracurcmcnt of Majar Wenpons, 1971-80
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« Includes 1976-80 only. $S5-29 deployment begun in 1977 afier a
biatus in MR BM and [RBA deploymeats of more thun a decude.

in the context of preparing a five-year plan, “large increases™ in the
dcfense cffort most likely would be related to tncreases in the production
and procurcment of mifitary hardware. The record of Sovict defense

s
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Short-Term Options

Longer Term QOptions

speading between 1963 xnd 1980 indicites that the proturcmcnt of new -
weipons coastituted about half of total defense spending and was the ngn
factor driving it upward. Such increases could be effected by both short-
term and loager teem options.

Opportunitics for immediate production increases could well be limited by
cirronic bottlenecks in the supply of components and materials. We know.,
for example, that the Soviets are haviag difficulty muking timely deliveries
of critical componcats o mect current production levels of strategic
missiles. Soviet attempts to achicve even madest increases across i broud
runge of systems probably would cncounter shortfalls in supplics of critical
componcnts and matcrials

)
for the thort run, thercefore, Sovict adjustments o increase military
production would likely be limiited o two courses of action:
« Modest increases in production rutes for some seleeted systems alrecady in
or about 10 begin production. This option probably would not cause a
significant increcase in the growth of defense spending.
Implcmentation of partial industrial mobilization. This is an extreme
mcans of increasing production of critical weapons and cquipment and is
normally reserved for emergency situations. Prolonged industrial mobili-
zation carrics with it scvere cconomic dislocations.

In the longer term, onc way the Sovicts could augment their capacity to
producc military systems would be (o increase investment in defense
industrics. This would rcduce the av: tilability of investment resources to
other scctors of the cconomy during the current (ive-year period, und it
would substantially increase produciion rates for systems slated for
production during the mid-to-late '980s. Increascs in production, in turn,
would drive up the growth rate of defense spending in the latter half of the
dccade and beyond

During the next few years, the Soviets couid begin construction of new
f:ndl asscmbly facilitics in addition to those which had alrcady been
“included in the draft five- year plan. Simultancously, cxpansion of produc-
tion capacity at kcy component production facilitics could rclicve chronic
bottlenccks that currently limit increasced production of many military

‘systems. These added new facilitics probably would bcgm producing during

the late 1980s.

A second option for the long term would be to undertake new w capons dc-
vclopment programs in addition to thosc alrcady in train. This would




Planaing Contingencics

increase the number of weapon options availabld to Soviet leaders in the
long term. with only minor tmmediute tmpact on defense spending.
Development programs do not begin to consume significant resources until
full-scalc cngincering development begins severad vears into the program.
Most new development programs initiuted in the 1981-83 period would not
cater production uatil the late 1980s or carly 19905 and would, thercfore,
not affect the current five-ycar plan.

Plan adjustments to accommodate “large increases™ in defense spending
could reflect Sovict planning against two cventualitics: an anticipated
accelerating arms competition with the West and the potential impact of
the Polish crisis on Sovicet sccurity intercests in Castern Lurope.

1]

Recent Sovict commcntary has linked together alleged Western efforts to
subvert socialism in Poland and broader Western initiatives aimed at
weakening the USSR stratcgic position. The conncction thic Soviets makce
between these two issucs is their pcreeption of coordinated Western ciforts
to upsct a historically cstablished balance—in the case of Poland, the
political-military balance codificd by the wartime agreements and reaf-
firmed in‘the 1975 Helsinki accord; in the casc of Western arms programs
(such as the NATO decision to modernize its theater nuclear forccs). the
balancc that has allegedly cvolved between Soviet medium-range missilcs
and US forwurd-based systems: In ;;n_\' event, in considering fuiure
rcquircments for war in Europc, the Soviets are likely to view any new
eperational problems posed by the modcernization of NATO's theater
nucicar forces ax only being additionalty complicited by the qQucstions now
raiscd about Poland’s future rotc in Warsaw Pact plans

Events in Poluand. at a minimum, have caused the Sovicts to plan against
the progressive weakening of a country that has been assigned responsibils-
tics of critical importance to the Warsuw Puct. In the event of a war in
Central Europe, Pofand is responsible for forming and commanding the
northernmost front and also for supporting and sccuring the wartime
movement of Sovict troops and supplics through its territory. Poland also
maintains a Gefense industrial basc that not only produces a broad range of
weapons und military cquipineat for Polish forces but also helps cquip the
arnmied forces of other members of the Warsaw Pact

To hedge against the reduced rcliability of Polish forces, the Sovicts oy
be anticipating an expanded role for their own forces in Poland during the
1980s and., in this conncction, may huve decided 10 increase production of
somec hardwarc for their ground and tacucal air forces. Such increascs.
however, would likely be incremental and would have tittle effect on the
growth of defensc spending

7 ool .,




Lconomic and Social
Impacts

It is unclear 0 what -.\anl i any, thé Sovicets would Lu:iur the lmp wt ol
military intervention in Poland in a five-vear cconomic nl.ln AltliGugh an
intervention could be costly, the cost o un invasion would depend on the
size of the force, the type of military operations that are conducted. and the
intensity and duration of Polish resistunce. Consequenily, the Sovicts
probably have not been able to caleulate with any degree of certainty the
specific costs and consequences of an iavasion 1a milittry, much less
ceonomic, terms.

Ve believe it more likely, thercefore, that adjustments to accommodate
lurge increascs in Soviet delense activities would be primarily directed
against o perecived aceelecating arms competition with the West. The
Sovicts would probably not vicw incrcascs 1o improve their militars
vosition vis-a-vis the West ay requiring the cconomic sacrifice that
industrial mobilization entails. Indceed, they are probably still uncertain
about the long-term threat implicit in the US buildup uand, in any event.
recogaize that the United States will not be able to quickly turn around the
imbalances it now perceives. Having this perspective, the Soviets would
probably pursuc a combination of acur-term production increises for
sclected weapon systems and longer term increasss in investment and
devclopmicntal activity to hedge against what in lhcxr view is an increasing-
ly uncertain strategic cnvironment.

Woe ure confident we would detect large increases in Soviet weapons
development and production programs well belore such weapons becume
operational with Sovict forccsil:

If the Sovicts pursued this course. defense spending growth would probabls
increasc above historical rates during the mid-to-late 1980s and beyvond.
This resolve to increase the long-term priority of defense. however, would
have an impact on the Sovict cconomy in the 1981-835 period

As cconomic conditions worsen during the 1980s. mercly maintaining past
rates of growth in defense spending will become increasingly difficult—
both cconomically and politically~—for the Soviet leadership. Simulations

“conducted on a macrocconomic modcl of the Sovict cconomy by the Office

of Economic Rescarch suggest that, under the tmpact of labor and cncergy
shortages and with annual defense spending increases of about 4 percent

through 1985 and slightly less afterward, Soviet GNP growth would slow
o an average annual rate of 2 to 3 pereent theough 198S wnd o less than 2
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rerceat from then through §990.. The defenseshure gEGNP, which was 12
to 14 pereent in 1980, could be a perecatage point higher in 1983 and could
approach 20 percent by 1990, This would dfaslic;xll_\' reduce the ability of
the Sovict leaders to allocute the additionad resources Lo investment and
consumption that have been so important in the past in casing nolitical
tensions that arise from the competition ftor resources. Under these
conditions. if military outlavs continucd to grow during the 1980s at
historical rates. it would reflect a conscious dccision 0 increase the priority
of defense relative 1o economic growth and consumer welflare

To the extent that any plan revisions increased investment in defense
industrics, investment in some civilian scctors would suffer. Both heavy
industry and agriculture have powerful patrons in the political leadership,
and the priority nceds of cnergy, mirchinery for industrial moderanization,
and transportation could make it difficult to cut allocations in thesc arcas.
Conscquently. investment in such arcas as consumicr durables, services,
housing, and machinery and cquipment for the processed food and soft
gouds industries would be likely primary candidates for cutbacks. with
high-priority civilian arcas being sccondary wargets. Cuts in the consumer
scetor could have two unpalatable consequences: a worsening of alrcady
poor prospects lor improving labor productivity and an increase in worker
discontent

Moscow is counting heawily on.arge gains in lubor preductivity to meet the
cconomy’'s output goals. The plan dircctives currently stiputate that 90
percent of the growth in industry and all of the growth in agriculture must
comec through increases in productivity. Without some improvement in
consumer welfare, chances of geaerating the large productivity gains
implied in the 11th Five-Year Plan will be much reduced.

Labor unrest would be even more unpalatable o the lcadership than
lagging productivity. Food shortages resulted in scattered work stoppigces
last vcar, and reports of strikes have surfaced again receatly. Some middle-
level party officials admit to a sensc of isolation from the working class,
and anxicty over the Sovict workers” mood has grown since the Polish crisis
began last vear.,

The Sovict leadership is sensitive to the social instability that could arisc
from increusing consumcer dissatisfaction and to the impact of this
dissatisfaction on labor productivity. Given this possibility, there will be
pressures 1o allocate a greater sharc of output to consumption in the 1980s
at the expense of cither investment or military spending. Scrious social
instability could force the Sovicts 1o reassess their cconomic prioritics in fa-
vor of the consumer. Shert of this, we believe the Sovict lcadership will be




ret

inclined to continue the current mix of cosmietic contessionsrshort-term
fixcs. and patriotic appeals and. if necessary, adopt repressive measures (o
ensure both the continued growth of their defense cffort and domestic

control. *-
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